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KEY ECONOMIC INDICATORS 


Values in millions of current Canadian Exchange rate: Floating rate since 
dollars unless otherwise stated 5/31/70. Average rate Aug. 1974: 
C$1 = U.S.$1.035 


A 
INCOME, PRODUCTION, EMPLOYMENT 1973 


GNP (June) * 118,902 
GNP at Constant (1971) Prices (June)* a 
Per Capita GNP (C$) (June)* 5; 
Personal Income (June)* 95,487 
Business Fixed Investment (June) 22,107 
Industrial Production Indices 
(1961 = 100) (June) 
Industrial Composite 
Motor Vehicles 
Pulp and Paper Mills 
Crude Petroleum and Natural Gas 
Iron and Steel Mills 200.8 2 
Average Weekly Industrial Wage(June)(C$) 160.04 201. 
Employment (000 persons) (August 8,759 9,29 
Average Unemployment Rate (August )** 5.6 7-2 
MONEY AND PRICES 


Privately held money supply Ser ee 48,412 56,521 63,238 
Chartered Bank General Loans (June )*** 29, 396 35,002 7,621 


Net Public Debt (March) 
Bank of Canada Bank Rate ee) 025 8.25 9.00 
Chartered Bank Prime Rate (September 9.50 10.50 9.75 
Indices: 
Consumer Prices, all items NA. **** 127.1 141.2 
1971 = 100) 
onsumer Prices, food N.A. **** 167.8 146.7 
(1971 = 100) 
Wholesale Prices, all items 364.4 4ho 4 490.2 
1935-1939 = 100 
ndustry Selling Prices 142.8 171.1 191.8 
Manufacturing (1961 = 100) 
BALANCE OF PAYMENTS AND TRADE 
International Reserves (Aug.) (US$)*** 5,768.2 5,825.3 5,191.2 
Balance of Payments (June) ** -46 +24 484 
Balance of Trade (July) *** 1,998.4 418 -1,279.1 
Exports, FOB (July) *** 25,301 31,945.6 18,869.9 
To U.S. 17,070 21,258.6 12,282.5 
Imports (July)*** 23,302.6 31,527.4 20,149.0 
From U.S. 16,483.6 21,205.8 13,535.6 


* Seasonally adjusted at annual rate 

*#* Seasonally adjusted 

*#*#* End of Period 

***¥*series changed from 1961 base 

1/ Percentages are derived from same cumulative portions of 1974 and 1975 


19,274 


Gross Public Debt (March) to kor” 23922 2,696 
17; - 15,12 





CANADA 


Signs that Canada's economy was slowly pulling out of 
its relatively moderate recession became apparent 
during the summer of 1975, but double-digit inflation 
rates, increased unemployment, higher interest rates 

and no clear indication of Government fiscal policy 
created uncertainties regarding the near-term economic 
outlook. Renewed pressure for some form of wage/price 
guidelines or controls and repeated warnings by some 
politicians and economists that excessive wage settle- 
ments were pricing Canadian goods out of world markets 
led the Government to propose control mechanisms in 
mid-October. Wage increases are to be held within a 
range of 8 to 12% or a maximum of $2,400 a year; most 
price increases are not to exceed rises in operating 
costs. The Government's goal is to reduce the inflation 
rate from the current 11% to 4% over the next three 
years. A few sectors of the economy, including consumer 
non-durables, prospered; others, particularly the 
forestry industry, weakened because of low demand and 
labor unrest; and still others, such as petroleum pro- 
duction, stabilized. The rate of recovery in the U.S. 
economy is expected to be the primary factor in Canada's 
return to real growth, but renewed cost~push inflation 
and tighter monetary policy threaten to restrain the 
expected Canadian recovery. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Maybe the recession ended... 

From a stagnant, no-growth situation in mid-1974, the Canadian 
economy slipped into negative growth in the fourth quarter and 
continued to be recessionary for most of the first six months 
of 1975. Preliminary data showed real GNP increasing by a 
slight 0.3 percent in the second quarter, causing some to con- 
clude that Canada's recession had ended and that real growth 
would continue for the rest of the year. 


« - - but some people were not sure... 


A lack of growth in the industrial production index, which was 
still falling in June; a summer return to double-digit 
inflation rates; higher unemployment figures in August, and 
increased interest rates in September made other analysts leery 
of pinpointing a date for the turn-around in the economy al- 
though there was a consensus that the economy probably reached 
its low point in the summer of this year. A growing concern, 
expressed by GOC officials, businessmen and economists, was the 
high level of wage settlements (currently at an 18% annual 
increase), which they maintained could make Canadian goods non- 
competitive on world markets thus exacerbating balance of pay- 
ments and inflation problems. 


+ + + while the government watched and hoped . . . 

Unable to reach a "national consensus" on price and wage 
restraint, Finance Minister Turner introduced a new budget in 
June which proposed some fiscal restraints, a surtax on gasoline, 
slightly higher income taxes for higher-income taxpayers, and a 
five percent investment tax credit. He estimated that the 
government deficit would rise by over C$3 billion; that lower 
tax collections, increased unemployment benefits and lower oil 
export receipts would require an additional C$2.3 billion in 
government borrowing, and that Canada's current account balance 
of payments deficit was running at about C$5 billion for the 
year. In all, the budget was deemed "neutral", neither 
restrictive nor expansionary. 


Increased pressures developed for wage/price controls ... 


Inflation abated in the early months of 1975 to about a seven 

percent annual increase, but the CPI jumped suddenly in June, 

and for the past three months has returned to double-digit 

levels. The Conference Board of Canada was rredictinc a 

CPI increase of 11.1 percent for 1975 and 11.5 percent for 1976. 

Such predictions and wage settlements running in excess of last 
1 nxessure for a wage and 

price freeze and/or controls. 





e + - & major Cabinet reshuffle occurred ... 


Finance Minister Turner resigned in September, and a major 
Cabinet reshuffle took place during the month. Turner stated 
that he was resigning for personal reasons, and PM Trudeau 
insisted publicly that the resignation was not prompted by 
disagreement over economic policy. Former EMR Minister 
Macdonald took over the Finance portfolio, and speculation 
rose on the possibility of a new fall budget. 


2+. the Bank of Canada began restrictive monetary measures . . « 
Early in September Bank of Canada Governor Bouey announced an 
abrupt rise in the bank rate and defended a high-interest rate 
policy as an inflation-fighting measure. Citing a need for 

the Bank to defend "the value of money", Bouey indicated that 

the Bank would keep a tighter rein on the money supply in the 
months ahead. 


s+ « doubt lingered on . . . 

With a new Finance Minister and no announced government policy 
to combat inflation, there were added uncertainties about the 
near-term economic future. Most analysts are agreed that 
Canada's economy will lag economic recovery in the U.S. by a 
few months; that unemployment and inflation rates would continue 
to increase, barring additional restraints or controls by 

the Government; that the trade deficits will continue; that 
housing starts, a weak element in the economy for over a year, 
will probably not improve much because of higher mortgage 

rates and housing costs; and that real growth in the overall 
economy could be held back by high interest rates, labor unrest 
and inflationary factors, 


« « « while a few sectors prospered... 

Ontario and Quebec largely reflected the overall Canadian 
economic picture, but in Quebec preparations for the 1976 
Olympics and work on other major projects kept the construction 
industry at high levels of activity. Due to labor problems 

and lagging U.S. demand, the B.C. forestry industry, the main- 
stay of the province's economy, was in a slump, but its coal 
industry was thriving because of Japanese demand. Alberta's 
economy was generally buoyant during the first nine months of 
1975, with a relatively low unemployment rate of about 4% and 
with increased oil and gas revenues adding strength to the 
province's financial position. In New foundland, unemployment 
was extremely high (about 21%), but the sustained level of 
government employment and transfer payments eased the effects 
of the recession. Nova Scotia had a similar situation with 
regard to government employment and transfer payments, but its 
pulp and paper industry was particularly depressed. Throughout 
Canada, consumer demand remained strong as wage increases kept 
ahead of inflation rates, and sales of non-durables continued 
to rise. 





IMPLICATIONS FOR THE UNITED STATES 
Trade 


Canadian global exports in the first half of 1975 increased 

on a value basis by only 4.8% to C$16.2 billion compared with 
the first six months of 1974. In real terms, such exports 
declined by 10% in view of a rise of 15% in average export 

prices during the period. Exports to the U.S. of C$10.5 billion 
were only 2.8% above the 1974 level, resulting in a decline in 
the U.S. share of total Canadian exports to 65%. Natural gas 
deliveries increased C$230 million, solely due to price increases, 
and accounted for nearly 80% of the total rise of C$288 million 
in exports to the U.S. Crude oil shipments fell by C$95 million, 
while newsprint shipments rose nearly C$150 million. Lumber 
declined by over C$130 million and shipments of copper alloys 
fell by C$30 million. On the import side, Canada's global 
purchases rose C$2.6 billion (15%) to C$17.5 billion in the 

first half of 1975. However, average import prices rose about 
20% during the same period, resulting in a net decline in imports 
on a volume basis. Little more than half of the import increase 
was in purchases from the U.S. which advanced C$1.4 billion, or 
14%, to C$11.7 billion. The U.S. share of total imports 

declined to 67% from 69% in the corresponding period of 1974. 
Machinery imports, which rose C$525 million, accounted for 37% 
of the increase in imports from the U.S. and coal imports were 
about C$100 million higher, primarily due to price increases. 


Two-way automotive trade in the first six months totalled just 
over C$6.6 billion, compared to C$5.9 billion for the comparable 
1974 period. The U.S. surplus of nearly C$1 billion (a C$441 
million deficit in passenger cars offset by a surplus of over 
C$1.3 billion in automotive parts) can probably be expected to 
reach up to C$1.6 to C$1.8 billion for 1975 as a whole. In the 
first half of 1975, the share of passenger car imports from the 


yee rose sharply from 73% in the first half of 1974 to nearly 
1%. 


In accordance with the Government of Canada's decision in late 
1974, authorized crude oil exports dropped to 800,000 barrels 
per day (b/d) on January 1 and to 750,000 b/d effective July 1. 
A further cutback on January 1, 1976, can be expected in line 
with announced policy. The high cost of Canadian crude resulted 
in a sharp fall-off in actual exports in the spring months; a 
subsequent reduction in the export charge revitalized the trade 
and actual imports since June have been running close to the 
authorized level of 750,000 b/d. An increase in the tax can be 
expected in the near future in line with the rise in the cost of 
oil as mandated by the OPEC member countries effective October 1. 
In the case of natural gas, the GOC raised the export price to 
C$1.40 per thousand cubic feet (mcf) on August 1 and a further 
increase to C$1.60 per mcf is scheduled for November 1. While 
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quantities of natural gas exported for the 1975-76 winter 

season should be maintained at approximate previously contracted 
levels (excepting certain delivery shortfalls from British 
Columbia), export curtailments may be instituted by the govern- 
ment in coming years as Canadian reserves continue to decline. 


Foreign Investment 

In July the Government announced that Phase II of the Foreign 
Investment Review Act, covering the screening of new investment 
and of expansion by established foreign-controlled firms into 
new areas, would go into effect October 15. Shortly thereafter, 
a change occurred in the leadership of the Foreign Investment 
Review Agency, with a top civil servant assuming the Commissioner's 
job. Little change is expected in the general policy of the 
Agency toward takeover proposals, which has resulted in about 
four out of five proposals being approved, but it is still too 
early to forecast the effects on foreign investment of Phase II 
operations. Broad and flexible guidelines have been issued on 
related business expansion, not subject to the Agency's review. 


In what seems to be a change of policy, Quebec's provincial 
government will not only welcome foreign investment but will 
continue actively to seek it out. While there have been 
divergencies between what Quebec leaders have said about foreign 
investment for domestic and foreign consumption, recent speeches 
tend to confirm that a welcome, with some strings attached, will 
be extended to foreign investment, 


Investors are also sought by Newfoundland, particularly in the 
labor intensive industries, but some of the other provinces are 
becoming less hospitable toward land acquisition by foreigners. 
The Supreme Court of Canada has upheld the restrictive land 
purchase regulations of Prince Edward Island, and there are 
indications that other provinces may adopt land use regulations 
preventing non-residents from purchasing farm or recreational 
land. 


Consumer Packaging and Labeling 


The September 1, 1975 deadline for full compliance with the 
packaged non-food products provision of the federal Consumer 
Packaging and Labeling Act passed with virtually no notice. The 
new rules for packaged food products become effective on March l, 
1976 and while more objections have been raised, it appears the 
deadline will be met with minimum difficulty except perhaps for 
wholesale cartons of meat, fresh fruit, vegetables, etc., for 
which precise clarification has not yet been forthcoming from 
the Government. 


The business climate has now been disturbed by proposed Quebec 
provincial regulations which, under its Official Languages Act, 





would give equal prominence to French if other languages are 
used. Regulations are scheduled to take effect January l, 
1976 for food items and January 1, 1978 for non-food items. 


Capital and Consumer Goods Market 


Spiraling costs in the construction industry have heightened 
Canadian interest in U.S. sources for a wide range of building 
equipment, machinery and supplies. Sales possibilities in 
other areas offering comparative advantages to U.S. exporters: 
heat and energy systems; commercial and industrial food 
processing and packaging machinery; power-driven handtools; 
metalworking and electrical machinery; consumer durables, 

and some textile and clothing products. Our Consulate in 
Toronto reports increased interest in automated and multi- 
functional equipment by Ontario firms, and our Consulate in 
Montreal suggests that electric relays, electric motors, 
generators and armature rewinding equipment have a growing 
market in Quebec. 


Bicentennial and Olympic Games 


Bicentennial celebrations in the U.S. are receiving excellent 
coverage in the Canadian news media, and Canada is participating 
in specific events recreating U.S. history. Due to their 
proximity and willingness to share in our birthday celebrations, 
Canadians are a receptive audience for programs commemorating 
the bicentennial. The tourist and related industries should 
benefit from this Canadian interest, 


The staging of the Olympic Games in Montreal in the summer of 
1976 gives an opportunity for U.S. interests to share in the 
benefits of increased tourism the Games will provide to North 
America. U.S. businesses, particularly those in the Northeast, 
should give careful consideration to commercial programs 
designed to capitalize on this large influx of foreign visitors 
next summer. 
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